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1 introduction

Multichannel Communication Sciences, Inc. (·MeS}") punuant to Commission Rules

1.429 and 1.4(b)(I), 47 C.F.R. II 1.429 and l.4(bXl), hereby petition the Commission for

reconsideration of a portion of its declsions contained in the Report and Order and Further

Nottce of Proposed Rulcmaking' in the ~oned pl'OClCeding ("Report and Ordu").

Following scvcnl plCldinlS on the subject of the inscant petition in this prooeedina~ and in a

copending Commission proceeding' dealing with Section 17 of the 1992 Cable Act ("cable

I In 1M MlIMr of1~ oj'" CQbl, T"lVlslo1J Cons"",,, ProttalO1l tINl
CompItition Act t;1992 - Rote .gidtuion, Report ad Order and Further Notice of Proposed
Rulemaking, MM Docket 92-266, FCC 93-177, Released May 3, 1993.

2 Comments of MCSI, In the Matter ofl1IIp~"of the Cable Television Connlme,
Proteellon and CtJmpetItion Act of1992, R4Ie R6,IIIIJdon, MM Docket No. 92-266, January 27,
1993. See abo MCSl's ex p8J1e preaentation entitled MCSl's Brt:JodJHmd DucramblllJg tI1Id
Proposed Regulfltory Benc1tmark IncrenN1ltS /Dr VoluntiD)' OjfIring of SlnudliJ1Jlously CUll'
Addressllble Video Programming serviclS, MM Docket No. 92-266 t March 3, 1993.

J Comments ofMCSI dated March 22, 1993 and Jteply Comments ofMCSI dated April 21,
1993 both In 1M ],ItIlteT oJ 1mpIeme1Ulltion Of section 17 oJ the CIlble Television CoIuumer
Protection and Competition Aa 011992, Compatibility Between Cable Systems and Consumer
Eleetronlcs EqiUpment. ET Docket No. 93-7.

.. Pub. L. No. lOO-38St 102 Stat 1460 (1992).
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Act·) , MCSI seeks reconsideration of that put of the Report and Order setting the benchmarks

to govem cable Proarammina Service rates and UlJes the Commission to adopt an additional

benchmark IDCl"ellleDt for Cable Proarammina service tiers provided to subscribers as

Simultaneoualy Clear Ad4msphJc; Tiered Serviq=a (·SCATS· , defined in section 4.1 herein).

MCSI submits that under the rate regulation structure adopted in the Report and Order,

the cable operator's move to full adcIressabllity wUJ be accompanied by no incentives to deploy

lower cost altematives to scramblinl aU of the Cable Programming Service channels and leasina
set-top descramb1ers to virtually all subscribers. Alternatively, with the proposed incentive

bencbmark increment in place, cable operators will be incentivized to increase their

addressabJUty pcnettatlon by the voluntary provision of SCATS. with lower resultant (X)St per

subscriber of the regulated tiers. Moreover. the provision of SCATS fully solves the Consumer

Blcc:tronics Equipment - Cable System compatibility problem addressed in Section 17 of the

cable Act and in a oopending Commission proceeding on such compatibilitY ("Compatibility"

proceedinS)·

2 The PrelSUre for Full AddressabiJity

Upon the pIIIIIe of the Cable Act, there is a dramatic increase in the pressure OIl cable

operators to arrive at full addressable control of the services they provide to their subscribers.

These pressures stem from the flexibility required in channel control due to the Must-Qury and

Retransmission Consent provisions of the cable Acf', due to the Tier Buy-Through Prohibition

provisions of Section 3 of the Cable Act, now embodied in the Commission's Rulea' and due

to retierina pressures associated with the cable rate regulations of this Report and Order. A

detailed discussion of these pressures is provided in the Compatibility proceeding comments by

Time Warner Entertainment Co.'., the National Cable Television ASsociation', Community

5 Notice of Inquiry, In 1M MfJller ollmJJlt-elll4lion ofSecJion 1701the CtJbk T~/()1I
Consumer Protection QN/ CompetitloIJ Aet 0/1992, ComptItibility Bdwe,,, Cable Systems tIIId
omsumer BI,etTOnics Equlpme7lt. ET Docket No. 93-7. FCC 93-30, Released January 29,
1993.

6 § 32j(b)(3)(B)

, 47 C.F.R. CH I., Put 76, § 76.900

I Time-Warner Compatibility Comments, at 44-49.



Antenna Television Associationlo and TeleCab1e Corp.11

Bvidence for even further pressures to move to full addreuabllity much sooner than the

statutory schedule of tile Tier Buy Throu,h prohibition provisions is now widely available as

cable operators have been reported to seck a 1& cane distribution arrangements with cable

satellite programmersl2
• Moreover. additional new netWorks and programmin, channels such

u Encore 5 multiplex. Fox Network. ESPN 2 etc. are all scheduled to be launched soon. There

is no question that luch a la carte channel carriap anu.ements and the operator's response to

the various provisions of the Cable Act require flexible channel by channel control that can only
come throu,h the adoption of full addressabiIity.

3 The Current Commission's Rate ....Will Have Unintended Negatlft
Impact on Subscriber Equipment Costs and Compatibility.

The Competitive Benchmark established by the Commission to regulate cable rates for

proaramming and equipment charps has been obtained by the Commission throu.h an

econometric mUltiple repession estimation ofrate cIwJed by a sample of cable systems. 1ben,

an auxiliary "effective competition" variable was set to obtain an "etrcctivdy competitive"

benchmark. 13 Such ate benchmark reflects a kind of an avenae rate that would be charged

by systems UNler e§ecdW competition. Althouah not directly obtained from cost of service

figures. the rates obtained for systems under effective competition must be presumed to be based

on actual costs. Because sample population variances are nearly equally situated below and

above the regression benchmark, half of all competitive systems (that cbarge rates substandally

based on their COlts) would still be required to reduce their rates to the benchmark. This

problem is further agravated by a shift in operator's equipment cost structure away from the

prevailing conditions at the time the Commission's survey establishing the benchmark was

t NerA Compatibility Comments at 12-19.

10 CATA Compatibility Comments at 16-17.

11 TeleCable Compatibility Comments at 7-9.

12 See "Ops Twist Nets' Arms for a la cane", Multicbannel News, June 7, 1993, pI. S.
obo UDog Bat Dot' Operators push for a Ia carte pricina", cable World, lune 7, 1993, p189.
SU tIlso -Battle Shaping Up Over Channel Pricina", cable World, lune 14, 1993, p1.

13 Report and Order, Appendix B ·Survey Results: Technical Issues. It.
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conducted. Based on Paul Kapn'saddJell8bWty dMa, some 2S million addressable subacribers

out of a total of 58 mJIHon cable sublClibets (43 ") were served by cable systems at the time

the benchmark survey was conducted. As pointed out above, a substantial increase in

addressable penetration must be expected. This meana Chat subscriber equipment capital costs

per subscriber will increase as compared to the present levels. Consequently, the fraction of

operaton who charae rates (presumably based on costs) that exceed the benchmarks will rise to

more than half. Clearly, despite adjustments for inflation and chIMe} capacities, the competitive

benchmark so constructed will be confiscatory for the majority ofcable operators, who will have

no choice but take the COlt Of service Shawl.., route'''.

In a Cost Of service Showing, operators recover all their customer equipment costs

including a 11.25" profit and have no financial incentive to reduce their expenses on

addressable hardware or deploy addreasablt technologies that solve the above mentioned

Equipment Compatibility problem. Unfortunately, the record in this Docket and in the

Compatibility proceedina Docket shows that in an addressability increase environment, the

current benchmark stnlctUre wilJ be bypassed by a significaDt fraction of cable systems and thus

have unintended negative impact on subscriber equipment costs and Compatibility.

4 Proposed Incentive Benchmark Increments for VOluntary Otrerilll of
SCA1S.

MCSI submits the current benchmark can be made usable if it provides an additional

narrowly targeted rate increment crafted to accomplish specific public policy goals and

structured with fidelIty to explicit statutory instrUCtions.

~ DeDdlog

AprogramminClervice tier is dcfiDcd• SlMVLTANBOUSLY CLBA.R ADDRBSSA1lLB

TIBRBD SERVICE (aSC4T,S't) if it contains more than 2 television channels and aU such

channels contained therein are provided simultaneously in the clear (m unscrambled form) to

subscribers thereto, except that no buy-through ofscn~ shall be required in order to purchase

any other programming service tier. All SCAlS must be simultaneously available at the

subscriber terminal.

... There is eYkIence that many operators who have studied the Commission's Benchmarks
will take the Cost-of-service Showing route. S« ·Cost-oC-8ervice Tacks Considered- cable
World, May 17, 1993, pl.
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j.J A..,.MlJ
As explained In MCSr. previous pltldinal. SCATS may be provided by Broadband

Descrambling. Interdiction or a set of addreaabIe trap.. Mere offerinS of clear channels in a

tier would not qualify for SCATS unless access to the channels can be addressably controlled

and the tier in question is not required to be purchased in order to receive any other tiers or

premium channels. A Basic service cannot qualify for seATS.

~ SCAD '8eMImerIs Jm:mnc;pt

The Commission shall establish a national monthly SCATS benchmark increment per

channel given by S cents per channel per subscriber. If a Cable Pqramming Service tier I with

Chi channels quaUftea as SCATS. the SCATS lIlcrement for sucb tier Js liven by 4, == Oa, x S.

The total seATS increment modifying the summed benchmark across an SCATS tiers is liven

by

4P • sI:Ch,
I

The value of S estabUahed by the commission might teflect a portion of the incremental cost

saving per subscriber over costs associated with fuU addressable deployment of set-top

descramblen with associated remote controls and inltallation chqes and therefore may be a

function of the national set-top descrambler penetration figures. It should also retlect the

increased value and utility to the subscriber of restoring all the features of his consumer

electronics equipment.

~ MgdIfIqtUe " SCATS .......rk ....." for Cable Prom'''M SeryIm

The natiOftll SCATS increment S should be act in 1993 and allowed to increase over time

by yearly updates based on relevant cost indica the Commission selects such as CPI or PPI etc.

When sufficient data is available from systems olferinl SCATS in the face of weffective

competition· (hence unregulated and freely setting market rates for such seATS offering). S for

reaulated systems may be set or modified by the FCC according to such methods as the FCC

establishes for factoring such information in setting other benchmarks for cable programming

services.

5 The Beneftt 01 SCATS to Subscribers

1
I



A typical example of addressabUity roU-out is supplied in MCS!'s Reply Comments in

the Compatibility proceedinJ. IS It is shown that by combinins the addressable denial and

descrambling features of Broadband Descramblin&t nearly half as many broadband subscriber

units will be required as compared to the use of set-top dcscramblcrs. Hence, absent seATS

incentives and the likely Cost of service ShowinllOute, cable operator's only option will be to

continue to supply subscribers with more set-top deacramblers at costs to subscribers d1at far

exceed those which they will incur if served by SCATS offering and its related incremental fee

provided by the proposed incentive benchmark increment.

6 Commission Authority

The offerinl of SCATS by cable operators must be voluntary. Mandating SCATS would

not be in the public interest. Furthermore, the Commission need not arrive at a finding that

technologies for implementing seATS are either available or cost-effective in order to proceed

with the implementation of incremental benchmuks for the voluntary offering of SCATS. The

existence of such incentives provides the best assurance for SCATS technologies to be perfected

and brought to market. The record in the Compatibility proceeding shows that there are no

substantive actions that the Commission or cable operators can take to address the Compatibility

problem for the installed base of 300 million TV sets and 80 million VCRs. The Commission

must now recognize the opportunity to use judiciously the rate regulation instrument in crafting

fair and equitable rate benchmarks that provide proper incentives to cable operators to deploy

technologies that serve the public interest.

IJ MCSl's Compatibility Reply Comments at 5-6.
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7 CONCLUSION

In conclusion, MCSI pctltlon the Commission to establish a separate cate,ory of cable

Programmlna Servk:ea provided as Simultaneously Clear AddressableTi~ Services and urges

the adoption by the Commission of an incremental rate benchmark for that service c:ate&ory in

order to serve the public interest and comply with the Cable Act of 1992 as detailed and

explained in this Petition.

Reapectfully sUbmitted,

MULTICHANNEL COMMUNICATION
SCIENCES, INC.

By: ~~G)
Ron D. Xatznelson, Ph.D.
President

S910 Padflc Center Blvd.
San Diego CA. 92121, (619) S87-6m

June 21, 1993
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